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THE STREET RAILWAYS OF PHILADELPHIA. 1 

SUMMARY. 

The original franchises, granted fifty years ago, and all subsequent 
grants, were subject to the ordinance of 1857, reserving to the city 
the right to purchase at original cost, and putting on the companies 
certain obligations, 233-236. — Rights of the public were also protected 
by a dividend tax (236-238) and by the ordinances of 1893-94 stipulat- 
ing that the companies shall remove overhead trolley wires whenever 
required to do so by ordinance, 238-241. — An ordinance of 1907 frees 
the companies from all old restraints and obligations, (241-246). — The 
original franchises have acquired great value, 246-248. — Capitalization 
was much increased during the period of consolidation and stock- 
watering, 248-257. — Market values suffered during the recent depres- 
sion (257-259), but capitalists have too much at stake to permit the 
over-capitalized system to disintegrate, 259—260. 

Philadelphia's attitude toward passenger transpor- 
tation companies is so different from that assumed by 
Chicago as to the passenger railways of that city that a 
brief history of the Quaker City's experience is worthy of 
record as furnishing food for reflection to the student of 
municipal problems. The period of development in 
Philadelphia covers just half a century. It was in the year 
1857 that the older of the street railway companies, the 
Frankford & Southwark, the West Philadelphia Passen- 
ger Railway, and the Philadelphia & Darby Railway, 
obtained their charters. In the following year, 1858, 

1 In the preparation of this article the author begs to acknowledge the help- 
fulness of the following sources of information: Philadelphia Securities, the Street 
Railway Supplement of the Commercial and Financial Chronicle, and an argument 
by Councilman Lewis before the Common Council of the City of Philadelphia. 
Professor F. W. Speirs's excellent monograph on The Street Railway System of 
Philadelphia (Johns Hopkins Studies, Series 15) covers much of the ground; 
but the sources have been independently examined for the present article, and 
the course of events has been followed to date. 
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the chartering of such companies became a fad, as no 
less than nine corporations were created to operate in 
Philadelphia, as follows : Citizens' Passenger, Philadelphia 
& Gray's Ferry, Central Passenger, Second & Third 
Streets, Fairmount Passenger, Girard College Passenger, 
Fairmount & Arch Street, Green & Coates Streets, 
and the Germantown Passenger Railway Company. In 
1859 seven more charters were granted, the recipients 
being: the Philadelphia City Passenger; Richmond & 
Schuylkill; Ridge Avenue & Manayunk; Philadelphia 
& Olney; Hestonville, Mantua & Fairmount; Thir- 
teenth & Fifteenth Streets; and Seventeenth & Nine- 
teenth Streets. In the six following years half a dozen 
charters were obtained for the Lombard & South Streets, 
Frankford & Philadelphia, Frankford & Holmesburg, 
Union Passenger, Schuylkill Rh*er Passenger, and the 
Empire Line. 

Thus by the end of 1859, with nineteen charters granted, 
the nucleus of the present extensive system was fairly 
established. The franchises were perpetual, subject, 
however, to the conditions of the following ordinance 
which was enacted in July, 1857: — 

An Ordinance to regulate Passenger Railway 

Companies. 

Section 1. The Select and Common Councils of the city of 
Philadelphia do ordain that all passenger railroad companies 
within the city of Philadelphia shall be subject to the restrictions, 
limitations, terms and conditions hereinafter provided; and that 
such company before entering upon any road, street, avenue or 
alley within the limits of the said city, shall be understood and 
deem to be subject thereto upon the conditions hereinafter pre- 
scribed. 

Section 2. That it shall be the duty of said companies, or any 
of them, to conform to the surveys, regulations and gradients as 
they are now or may hereafter be established by law. They shall 



STREET RAILWAYS OF PHILADELPHIA 235 

submit all proposed plans, courses, styles of rails, and the manner 
of laying the same to the Board of Surveys and Regulations for 
their approval and sanction, which shall be obtained before they 
proceed to break ground or occupy any of the highways as 
aforesaid. 

Section 3. That all railroad companies as aforesaid shall be 
at the entire cost and expense of maintaining, paving, repairing 
and repaving that may be necessary on any road, street, avenue or 
alley occupied by them. That for the convenience of the public it 
shall be the duties of the companies to clear the streets or other 
public highways that they may occupy of snow or any obstruction 
placed therein by such companies when the same impedes the 
travel upon such highways. . . . 

Section 8. The directors of any such company or companies 
shall immediately, after the completion of any passenger railroad 
in the city, file in the office of the city solicitor a detailed state- 
ment under the seal of the company, and certified, under oath or 
affirmation by the president and secretary, of the entire cost of 
the same and the city of Philadelphia reserves the right at any 
time to purchase the same by paying the original cost of said road 
or roads and cars at a fair valuation. And any such company or 
companies refusing to consent to such purchase shall thereby for- 
feit all privileges, rights, and immunities they may have acquired 
in the use or possession of any of the highways aforesaid. . . . 

Section 9. Any passenger railroad company which is now or may 
hereafter be incorporated in the city of Philadelphia shall by their 
proper officer or officers, who shall sign the same, file in the office 
of the city solicitor a written obligation to comply with the pro- 
visions of this ordinance: provided that no railroad company now 
incorporated shall be authorized to commence work upon any of 
the highways of the city until this section has been complied with; 
and a failure to do so for ten days shall be taken and deemed as 
a refusal on the part of such company. 

It has been customary for the street railways of Phila- 
delphia to pave the streets occupied by their tracks not 
merely between the rails, but from curb to curb, to main- 
tain such pavements and to lay new pavements whenever 
necessary. Thus the city has obtained something like 
500 miles of street paving at the expense of the street 
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railway companies, altho it has been observed that 
it often occurs that, shortly before a street was occupied 
for the first time with tracks, the street would be newly 
paved at the expense of the city. The paving obligation 
was strengthened by the ordinance of 1859, which pro- 
vided, among other things : — 

That any city passenger railway company now incorporated, or 
that may be hereafter incorporated, shall, after notice has been 
given to said company by the Chief Commissioner of Highways, 
repave or repair from curbstone to curbstone any street over and 
along which the tracks or rails of said company may pass; the 
said paving and repairing shall be done according to the grade 
now established, or that may hereafter be established by law, and 
shall replace the grade of said street so far as the same may be 
altered by said company, and shall repave any street used by said 
company as aforesaid, within the time fixed by the Chief Commis- 
sioner of Highways in said notice. 

In the charters of fifteen of the companies it is expressly 
provided that there shall be paid to the city annually a 
tax of 6 per cent, upon all dividends declared in excess of 
6 per cent. Eleven companies complied with this re- 
quirement in 1906, paying into the city treasury the sum 
of $115,578. This is construed to mean 6 per cent, on 
the par value of the stock, regardless of the amount paid 
in. For over ten years the Philadelphia & Gray's 
Ferry Passenger Railway Company has refused to pay 
this dividend tax. In 1896 a suit was brought by the 
city against the company to compel it to pay the tax, but 
the suit is still pending. All of the companies affected 
are leased lines, whose shareholders receive their divi- 
dends free of tax, and the burden of the tax therefore 
falls upon the latest holding company, which is the Phil- 
adelphia Rapid Transit Company. The amount of div- 
idend tax paid in 1906 was for the account of the 
following companies: — 
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West Philadelphia Passenger Railway $6,300.00 

Philadelphia City Passenger Railway 7,290.00 

Union Passenger Railway Company 11,700.00 

Continental Passenger Railway 3,600.00 

Thirteenth & Fifteenth Streets Passenger Railway . . . 10,800.00 

Second & Third Streets Passenger Railway 12,491.00 

Ridge Avenue Passenger Railway 10,800.00 

Frankford & Southwark Passenger Railway 33,750.00 

Citizens' Passenger Railway 8,400.00 

Green & Coates Streets Passenger Railway 3,060.00 

Germantown Passenger Railway 7,387.00 

Total $115,578.00 

Horses and mules were used for power until about 1885, 
when an underground cable was substituted upon the 
Market Street line. A little later cables were installed 
for the Columbia Avenue and Seventh and Ninth Streets 
lines. The cables were never satisfactory, and in 1893 
the companies sought the right to use electricity. The 
change in motive power which soon followed necessitated 
the entire abandonment of the cables, conduits, and power 
plants, which had been installed at great cost. In order 
that the companies might obtain the right to use electric 
power, they had to obtain rights which practically meant 
the granting of new franchises. In 1874 a change in the 
State constitution was made, so that thereafter a street 
railway could not enter upon any street without the 
consent of the city being first obtained. This made it 
necessary for the companies to deal directly with the 
city authorities. 

On May 8, 1876, the Pennsylvania legislature passed 
the following act, which broadened the charters of the 
old horse-car lines : — 

Passenger railways in any and all cities of the first class in this 
Commonwealth may use other than animal power in the carriage 
of passengers in their cars whenever authorized so to do by coun- 
cils of such city, and the limitations contained in any of the charters 
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of passenger railway companies restricting them to the use of 
horse power be and the same are hereby repealed; Provided 
further that the councils of such cities shall not exercise any of 
the powers conferred by this act except such railway company 
shall reduce their fares to five cents for a single ride on said rail- 
way. 

In 1876 six-cent fares prevailed; but, when the com- 
panies began to avail themselves of the act of May 8, 
1876, first by the use of the cable and later by applying 
electric power, a change in fares to five cents was in- 
augurated. With the use of electric power entirely five- 
cent fares became universal throughout the city. 

In 1893 and 1894 ordinances were passed conferring 
upon the several companies the right to erect trolley 
poles and overhead wires. Among the restrictions im- 
posed were the following : — 

That the railway or trolley system herein authorized shall be so 
built and erected as not to interfere with the building, erecting 
and operating of any elevated railway or railroad on any of the 
streets or avenues herein named. 

Before any permit shall be issued by the departments of the 
city to proceed with the work of constructing the railway or trol- 
ley system authorized by this ordinance the said railway company 
shall enter into an agreement with the mayor of the city (who is 
hereby authorized to execute the same on behalf of the city), 
which agreement shall be in form approved by the city solicitor, 
and shall, among other things, provide that the said railway com- 
pany shall agree to keep and maintain in good order, at all times, 
whether paved, macadamized or unimproved, all streets, avenues 
or roads traversed by its line of railway or by its trolley system; 
that said railway company shall agree to accept as binding upon 
it the terms and conditions of all laws and ordinances now in force 
or which may hereafter be passed relative to the government, 
control or regulation of railways or railroads of any kind within 
the city of Philadelphia. 

That in the construction and equipment of its road-bed, cars 
or its trolley system, all kinds and character of materials, supplies or 
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workmanship, plans, profiles, elevations, designs, etc., shall be 
subject in every way, at all times, to the approval and inspection of 
the Departments of Public Works and Public Safety. 

That the said company shall take down and remove the overhead 
trolley system whenever directed to do so by ordinance of councils. 

The rate of fare to be charged for a single continuous ride over 
the entire line shall not exceed five cents per passenger, except- 
ing between midnight and five o'clock a.m., when it shall not 
exceed ten cents. 

That the said railway company shall furnish and execute a bond 
in form approved by the city solicitor, and with security approved 
by the mayor, in the sum of $25,000, conditioned upon the faith- 
ful execution and carrying out of all the terms and conditions of 
this ordinance and agreement herein authorized, which bond is 
forfeited to the city, and the money shall be paid into the city 
treasury, if the said railway company shall default in its agree- 
ment. 



During the years 1893 and 1S94 the following com- 
panies complied with the conditions of the new ordi- 
nances and filed agreements and bonds: — 

Frankford & Southwark ; the same for its Lombard & 
South Street branch; Citizens' Lehigh Avenue; Citizens' 
North End; Citizens' East End; and Citizens' Clearfield 
& Cambria; Brown & Parrish; Electric Traction as 
lessee of the Citizens ' ; Electric Traction as lessee of Phila- 
delphia City; the People's for Green & Coates; the 
same for German town ; the same for Callowhill; Northern; 
Chelten Avenue; Girard Avenue; Centennial; Seven- 
teenth & Nineteenth Streets; Union Traction & 
Philadelphia Traction ; Ridge Avenue ; Philadelphia City ; 
Thirteenth & Fifteenth Streets; West Philadelphia; 
Moyamensing & Penrose Ferry; Hestonville, Mantua & 
Fairmount; Wissahickon Electric; Delaware & Schuyl- 
kill. 

From 1894 to the beginning of 1907 there was no im- 
portant legislation in councils affecting the street rail- 
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ways, and such permit? for extensions as were granted 
were always specifically made subject to the restrictions 
in the ordinances heretofore passed. Thus it appears 
that, notwithstanding the popular outcry against members 
of city councils, the city legislators between the years 
1857 and 1907 carefully guarded the rights of future gen- 
erations. While franchises were granted which were 
seemingly perpetual, they were in fact circumscribed 
by restrictions which made it possible for the city to pur- 
chase the railways, if at any time such a step seemed to 
be expedient. Moreover, the city was receiving a consid- 
erable compensation for the privileges granted, including 
the paving of streets from curbstone to curbstone at a 
cost in 1906 of $437,207, removal of snow from the high- 
way- at a cost of $28,036, a revenue of $115,578 de- 
rived from a tax on dividends, and $121,050 derived 
from car licenses. If the snow removal clause was not 
enforced to the letter, it was the city's fault. A great 
club which the city held over the railways, also, was 
its right to compel them to put the trolley wires under- 
ground . 

Such were the conditions when early in 1907 a complaint, 
arose from a director of the holding company, the Phila- 
delphia Rapid Transit Company, which is also the present 
operating company, that the attitude of the Philadelphia 
public towards the street railways was affecting their 
credit, and that the holding company was unable to obtain 
funds to go on with its extensive work of constructing 
an underground road on Market Street. There had been 
no public clamor, no outburst of indignation, no unusual 
complaints, no agitation in the newspapers regarding 
the street railway companies, and the public was therefore 
at a great loss to understand the meaning of the com- 
plaining director. It was well known that the syndicate 
of bankers who took an issue of $10,000,000 of 4 per 
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cent, bonds of the Market Street Elevated Railroad, — a 
subsidiary company of the Rapid Transit Company, — 
which were sold for the purpose of supplying funds to 
finance the subway road as well as the elevated road, had 
been unable to market the securities and were therefore 
not in a mood to purchase any additional bonds which it 
was proposed to issue to complete the work. This condi- 
tion of affairs was attributed rather to the tight money 
market than to what was termed the attitude of the 
public towards the railway companies. As the agitation 
proceeded, it became apparent that the railroad mag- 
nates and the bankers considered the restrictions of 
the old ordinances, particularly the right which had 
been reserved by the city to purchase any line at its 
original cost, and to compel the abandonment of over- 
head wires, to be detrimental to the credit of the holding 
company. If the city should exercise its right to acquire 
the railways at their original cost, what would become of 
the many millions of capitalization which created an in- 
verted pyramid, the apex (in this case the base) being 
the small amount of capital issued by the old companies 
to finance the original cost of the roads? If the city 
should exercise its right of purchase and thereby remove 
this narrow base, the whole superstructure would come 
tumbling down. Or, if councils should compel all wires 
to be put underground, the railway would be put to 
great expense. 

A campaign of education was carried on, and at length 
councils passed a marvellous ordinance, which repealed 
the ordinances of 1857 and 1893-94, thereby nullifying 
by a single act many valuable rights which former mem- 
bers of city councils had vigilantly guarded and pre- 
served for the people of Philadelphia. The new ordinance, 
which was signed by Mayor Reyburn on June 30. 1907. 
is in the form of an agreement between the citv and the 
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Philadelphia Rapid Transit Company. The company 
agrees to call in the balance of unpaid capital, amounting 
in August, 1907, to $9,000,000, and to expend it upon 
improvements now under way, and in extensions, im- 
proved equipment, and power plants. Complying with 
this provision, the company has already called $4,500,000, 
which was made payable on September 9 of this year, 
and has notified shareholders that a like amount will be 
payable by them on September 7 of next year. It is 
agreed that there shall be no further issues of stock or 
increase in funded debt by the company or its subsidiary 
companies without the consent of the city, saving the 
substitution of new bond-; for those now existing, nor 
shall any further leases, obligations, or guarantees, be 
assumed by the company without the city's assent, 
and the company agrees not to part with any of its leases, 
franchises, or stocks without the assent of the city. When- 
ever councils determine that new surface, elevated, or 
undei'ground railways are necessary, the company is to 
have the privilege of constructing such lines before a 
franchise to construct and operate such lines can be given 
to another company. The city is to have three represent- 
atives upon the board, one of whom shall be the mayor. 
The city comptroller has the right to examine the 1 com- 
pany's books to verify a statement which must be filed 
with his of Bee annually by the company. 

Dividends upon Rapid Transit stock are made cumu- 
lative on the amount of capital paid in from January 1, 
1907, at the rate of 6 per cent, per annum, and all divi- 
dends in excess of 6 per cent, are to be shared equally 
with the city. The right to build a subway on Broad 
Street is surrendered, and the time for the construc- 
tion of an elevated road to Frankford in the north-east 
section of the city is extended for three years from Junr 
1, 1907. 
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The eighth provision is particularly important. It 
stipulates : — 

that the city hereby confirms to the company and its subsidiary 
companies all of the consents, rights and franchises heretofore 
granted and exercised by them, and each of them, including the 
right of operation of the overhead trolley system, free of all terms, 
conditions and regulations not herein provided for, and does 
further give up, surrender and agree not to exercise any rights 
which it may possess in respect to a repeal or resumption of any 
of the said rights now possessed or heretofore granted, or a taking 
over of any of said properties, any law, ordinance or contract to 
the contrary notwithstanding. Provided, however, that the 
present rates of fare may be changed from time to time, but only 
with the consent of both parties thereto. And provided further 
that nothing in this contract contained shall be construed to 
limit the power of the city to make all rules and regulations relating 
to the operation and management of the lines controlled by the 
company necessary and proper to preserve the public health and 
the safety of its citizens. 

The company undertakes to provide a sinking fund 
by making monthly payments ranging from $10,000, 
beginning with July, 1912, to $30,000, beginning with 
July, 1942, and continuing until July, 1957. These 
payments will amount to $12,000,000, and, with interest, 
the sum is to be available for the purpose of the city pur- 
chasing at par all of the $30,000,000 of capital stock of 
the Philadelphia Rapid Transit Company. Whenever 
the amount in the sinking fund reaches $5,000,000, it 
may be paid over to the city and become the property 
of the city, and further payments shall be made directly 
to the city treasurer. To persons who understand the 
requirements of a city for improvements it is apparent 
that by the year 1957 the city of Philadelphia will have a 
very small portion of the sinking fund available for the 
purchase of the stock of the Rapid Transit Company. The 
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temptation to expend the fund as it accumulates will be 
more than ordinary councilmen can resist. 

The city reserves the right to purchase the company's 
outstanding stock on July 1, 1957, or on July 1 of any 
subsequent year, at its par value upon giving six months' 
notice of such intention. The company, however, may 
retain its franchise to be a corporation, and it may be a 
bidder for the right to operate the railway if the city 
undertakes to let such privilege after acquiring the prop- 
erty. 

It is expressly provided that the city shall not in any 
way be liable for the debts and obligations of the com- 
pany, and that the credit of the city shall not be pledged 
or loaned to the company. The profit-sharing feature 
is not to be construed as making the city a partner of 
the company, but any portion of the earnings which may 
be paid to the city is in lieu of additional taxes and obliga- 
tions which might otherwise be put upon the company 
for the benefit of the city. Already a suit has been com- 
menced to test this clause of the agreement. A passenger 
having sustained an injury has brought suit against the 
company to recover damages, and the city has been made 
codefendant, the allegation being that the city is a part- 
ner in the operation of the railways and is therefore liable 
for damages. The real purpose of this suit is said to be 
to disrupt the agreement on the ground that it is unlaw- 
ful for the city to enter into such a partnership as is al- 
leged by the plaintiff to exist. 

In lieu of all obligations on the part of the company 
and its subsidiary companies for the paving, repaving, 
and repair of the streets occupied by its surface lines, 
the obligation of the company with respect to the re- 
moval of snow therefrom, and all license fees with respect 
to cars run upon the streets or over bridges, it is provided 
that the following yearly payments shall be made: for 
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paving and repaying streets, $390,000; for the removal of 
snow, $15,000; and, in lieu of car licenses, $95,000, — mak- 
ing a total of $500,000 which the company is to pay an- 
nually to the city for the first ten years of the contract. 
The claim is made that the actual expense which the 
company has heretofore borne on account of the items 
named is about $400,000. But, as was stated above, 
in the company's annual report for 1906 the total cost of 
these items was given as $586,000. Provision is made for 
an increased payment at the expiration of each period 
of ten years. 

The city is not to impose any other taxes or license fees, 
but the companies are not relieved from taxation upon 
real estate or from the payment of the tax upon dividends. 

All contracts, agreements, and bonds existing between 
the city and the company and its subsidiary companies 
are superseded and cancelled, excepting an agreement 
to contribute $400,000 for the abolition of grade cross- 
ings, work upon which is now in progress, and some 
minor agreements as to the laying of tracks. The ordi- 
nance of July 7, 1857, together with all supplements 
thereto, and all other ordinances and parts of ordinances, 
and all contracts inconsistent with the new ordinance, 
are repealed. 

The city has thus absolutely surrendered its right, long 
cherished, to purchase at their original cost the street 
railways. It has handed over to the street railway mag- 
nates the last weapon which it could use to compel them 
to be good, namely, the right to require the companies 
to put their wires underground. 

By far the strongest motive back of the ordinance of 
1907 is a purpose on the part of the capitalists owning 
the securities of the underlying companies to remove 
forever the possibility of the city exercising the right it 
once held of acquiring the properties at their actual cost. 
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Many of the underlying securities are stocks which are 
only partially paid. Dividends have been guaranteed 
upon millions of unpaid capital. If the city had exer- 
cised its right to acquire the street railway properties, 
there would have been absolutely no value back of many 
of the guaranteed stocks which now have a high market 
value because of the enormous dividends paid by the leas- 
ing companies. An investigation of this phase of the street 
railway problem of Philadelphia is interesting to the 
student of high finance. After making millions of dollars 
through their manipulation of the passenger railway 
stocks of Philadelphia, the Philadelphia financiers applied 
the same methods to the traction stocks of New York, 
Baltimore, Pittsburg, and Chicago. 

An analysis of the street railway system of Philadelphia 
will take us back to the underlying companies which ob- 
tained the original franchises. The Frankford & South- 
wark, known as the Fifth & Sixth Streets line, possesses 
a franchise on the streets named, and its lines run north 
and south through the busy commercial section of the 
city. In 1888 it issued $250,000 of additional stock at 
par to cover earnings which were put into construction 
and equipment, and after this stock was issued a dividend 
of $11 per share was paid in cash, thereby returning to 
shareholders the cost of the new stock less the State tax 
on the dividend. In 1890 another issue of stock was made 
to provide for equipment and extensions and to pay off 
maturing bonds. The total capital is $1,875,000, par 
$50, full paid. This company is leased at an annual rental 
of $18 per share, or 36 per cent. On a 4 per cent, basis its 
stock is worth $450 per share. It has sold as high as $470. 
The original cost of the property is probably represented 
by the amount of the full-paid stock, namely, $1,875,000. 
If the city were to acquire it on a 4 per cent, basis under 
the guarantee of a dividend of 36 per cent., it would 
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have to pay the large sum of $16,875,000. The city has 
relinquished its privilege of buying the property for 
$1,875,000. 

The Citizens' Passenger Railway has a line ten and one- 
half miles long on Tenth and Eleventh Streets, also running 
north and south. The authorized capital is $500,000, but 
only $20 per share was paid in on 8,500 shares and but 
$16 per share on 1,500 shares, making a total paid in 
capital of $192,500. Upon this small amount of capital 
there are guaranteed dividends amounting to the sum of 
$140,000, being $14 per share, or 70 per cent., upon a 
portion of the stock, and 87J per cent, on the balance, 
on which only $16 per share is paid in. This stock has 
sold at a price as high as $375 per share. On a 4 per cent, 
basis it is worth $350, at which price the issue would cost 
the city $3,500,000 instead of $192,500, the cost of the 
stock to original shareholders. This case affords an 
extreme example of the inflated capitalization of the under- 
lying companies upon which the Philadelphia Rapid Tran- 
sit Company is paying guaranteed dividends. These guar- 
antees swell the fixed charges to a sum which makes a 
heavy burden for the holding company, and it is this 
feature more than anything else which has hurt the credit 
of the company. The new ordinance does not lighten 
the burden of the Philadelphia Rapid Transit Company 
one whit, so far as these guarantees are concerned. There 
has been no scaling down of fixed charges, except at the 
expense of the city. 

The Citizens' Passenger Railway was leased to the Frank- 
ford & South wark for 999 years. The lease was assigned 
to the Electric Traction Company, and then reassigned to 
the Union Traction Company, and finally assigned to the 
Philadelphia Rapid Transit Company. Thus out of this 
single strip of railway there are no less than five different 
corporations absorbing earnings. If, instead of being 
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required to earn something for each of five hungry corpo- 
rations, the property had simply to earn, say, 10 per cent, 
upon the original investment of $192,500, the fares might 
be much less than five cents, and still the revenue would 
be ample. The $192,500, however, represents nothing 
more than the franchise, and it is this franchise which the 
leasing companies regard as worth $3,500,000 to them, — 
at least, they are willing to pay 4 per cent, interest 
on that amount of capital for the privilege of using the 
franchise of this company. The Electric Traction Com- 
pany expended a large amount of money in electrifying the 
line, and the Philadelphia Rapid Transit Company has 
also expended a large sum in relaying the tracks with en- 
tirely new rails. These additional expenditures figure in 
the total capitalization of the system, and to that extent 
the gross capitalization is not water. But, had the city 
exercised its right to purchase at the original cost, the 
expenditures necessitated by the change of power might 
have been entirely lost, unless the courts sustain the claim 
of some financiers that all such expenditures should be 
regarded as "original cost." 

The table on the following page shows the original 
group of companies owning franchises on which is based 
the extensive capitalization of the holding companies sub- 
sequently organized : — 
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Omitting the stocks of the Seventeenth & Nineteenth 
Streets line and the Lombard & South Streets line, which, 
as shown by the foot-notes, are owned by other companies 
mentioned in the table, it appears that the total par value 
of the capital stock of these underlying companies is 
$17,827,700; but, as there was actually paid in only 
$12,292,820, the stocks represent water to the amount of 
$5,534,880. The handsome dividend returns received 
by some of them, tho only partially paid in, gave these 
issues a high market value, and this fact first opened the 
eyes of the Philadelphian financiers to the easy road to 
wealth afforded by issuing partially paid certificates, 
and then having the dividends guaranteed by some leas- 
ing company. 

A new and distinctive period in the history of the street 
railways of Philadelphia began in the early eighties, when 
a coterie of capitalists, of whom Peter A. B. Widener, the 
late William L. Elkins, and Thomas Dolan were at the 
head, began their manipulation of the Philadelphia street 
railway stocks. The Philadelphia Traction Company was 
formed in 1883 by the issue of partially paid shares. Up 
to the day when the Union Traction Company was organ- 
ized to take over this company among others, its shares 
were subject to the greatest market manipulation. Colos- 
sal fortunes, out of which palaces have been built, were 
accumulated, not through the earnings of the street rail- 
ways, but by using the stocks of such companies as a 
means to obtain the capital of the small investor and 
speculator. Philadelphia Traction shares would be bulled 
in the stock market until the market price was much 
above the amount paid in on each share. At the high 
prices the stock would be unloaded upon the confiding 
public, and then a call of five dollars per share would sud- 
denly and unexpectedly be announced by the manage- 
ment. Down would drop the market value to a level 
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probably below the actual amount of cash paid in. Spec- 
ulators who had over-traded by buying more shares than 
they could afford to pay an assessment upon were under 
necessity of selling as soon as the call was announced. 
It was during such periods of depression that the insiders 
were afforded an opportunity to get back their original 
holdings at a price less than they had at first cost. This 
operation was repeated as each subsequent call was made, 
and the process continued until at length the stock became 
full paid, with a regular dividend of $4 per year guar- 
anteed by the Union Traction Company. 

Companies acquired by lease or purchase and forming 
the Philadelphia Traction system were: Catharine & 
Bainbridge, Continental Passenger Railway, Empire Pas- 
senger Railway, Philadelphia City, Philadelphia & 
Darby, Philadelphia & Gray's Ferry, Ridge Avenue, 
Schuylkill River, Seventeenth & Nineteenth Streets, 
Thirteenth & Fifteenth Streets, Union Passenger, West 
Philadelphia, Hestonville, Mantua & Fairmount, Fair- 
mount Park & Haddington, and some connecting lines, 
the whole forming about 186 miles. The capital of $20,- 
000,000 is full paid, and was expended in reconstruction, 
in new equipment, in building power-houses and cable 
lines. All that the present holding and operating company 
has to show for the $20,000,000 expended by the Phila- 
delphia Traction Company is probably some buildings; 
for the equipment, cable roads, and machinery disap- 
peared long ago, giving way to new equipment, new con- 
struction, and new power plants when electric power super- 
seded the cable and horse cars. Yet there remains as a 
relic the annual charge of $1,600,000 which the Philadel- 
phia Rapid Transit Company must pay to the holders of 
the stock of the old Philadelphia Traction Company. This 
$20,000,000 cannot be regarded exactly as water; yet the 
present operating company is deriving little, if any, benefit 
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from the expenditures made. The charge of $1,600,000 
per annum must be regarded as a bonus paid to the holders 
of Philadelphia Traction stock for the use of the franchises 
of the underlying companies, and the principal may there- 
fore be properly added to the capitalization. There should 
also be added $564,000 of Philadelphia Traction 4s. 

The success of the Philadelphia capitalists attracted 
the attention of other financiers, and in 1893 the People's 
Traction Company was formed by local capitalists, who 
proceeded to lease the Germantown Passenger Railway, 
including the Fourth & Eighth Streets and the Girard 
Avenue Railway Companies and the Green & Coates 
Streets Railway. The new company acquired ownership 
of the People's Passenger Railway, the Philadelphia, 
Cheltenham & Jenkentown Passenger Railway, and 
other lines, which with the leases gave it a system of 117 
miles. People's Passenger Railway shares were acquired 
by paying $5 in cash and $70 in a collateral trust certifi- 
cate bearing 4 per cent, interest, the total amount of the 
issue being $5,807,000. The People's Traction Company 
was organized with 200,000 shares of the par value of 
$50, on which there was paid in $30 per share, or $6,000,- 
000 in cash. 

About the same time another group of men organized 
the Electric Traction Company, with paid in capital 
amounting to $8,297,920. The principal railways, ac- 
quired chiefly by lease, were the Clearfield & Cambria, 
Citizens' East End, Citizens' Passenger Railway, Frank- 
ford & Southwark, Lehigh Avenue, Second & Third 
Streets, and Lombard & South Streets, the mileage being 
129 miles. 

For about two years Philadelphia enjoyed actual com- 
petition among her street railways. There were three 
rival systems, the Philadelphia Traction with 210 miles, 
the People's Traction with 117 miles, and the Electric 
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Traction with 129 miles of railway. These lines occupied 
parallel streets in many portions of the city. The result 
of the rivalry was that there was strife among the man- 
agers to supply comfortable equipment and plenty of it. 
There was extraordinary effort made also to move the 
cars speedily and regularly. But the greatest benefit 
derived by the public was the liberal treatment afforded 
it in the way of transfers. By the payment of a single 
fare a passenger could go from one section of the city to 
any other portion of it. The facilities thus afforded were 
never equalled before or since in Philadelphia. Electric 
power had superseded horse and cable power on all of 
the principal lines at this time. So liberal were the trans- 
fer privileges that abuses undoubtedly arose, and by trad- 
ing transfer passes many passengers probably obtained 
two rides by the payment of a single fare. 

Such were the conditions when the Union Traction 
Company was formed in 1895 for the purpose of consoli- 
dating the three other traction companies. 

The Union Traction Company was organized by the 
Philadelphia Traction capitalists, with 600,000 shares of 
stock, having a par value of $30,000,000, or $50 per share, 
but with only $5 per share paid in at the organization. 
The first step was to acquire the Philadelphia Traction 
Company by a lease for 999 years, the consideration being 
a guarantee of its dividend of 8 per cent., amounting to 
$1,600,000 per annum. The next step was to purchase the 
stock of the People's Traction Company and that of the 
Electric Traction Company, the shares being paid for by 
collateral trust certificates bearing 4 per cent. People's 
Traction stock with $30 per share paid in was bought for 
$76 in certificates. For the full-paid shares of Electric 
Traction stock, par $50, there was paid $85 per share in 
certificates, and for the shares on which only $30 per share 
had been paid there were given certificates to the amount 
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of $76. For shares on which there had been paid in $15,- 
097,920 there were given certificates bearing 4 per cent, 
interest to the amount of $29,730,114. 

As this financiering was along the methods heretofore 
adopted, the effect was to add largely to the water in the 
capitalization, adding to the burden of the public by 
requiring it to pay an income upon capital which was 
never contributed to the public enterprise. There was 
injected $14,638,020 of water. As the old shares of the 
Electric and People's Traction Companies were placed in 
trust to secure the new issue of 4s, the total capitalization 
was simply increased to the extent of the water injected. 
There was, however, added to the charges the sum of 
$1,189,437, which, with the $1,622,560 caused by the 
guarantee of the dividend on Philadelphia Traction and 
the interest on its small issue of bonds, added $2,811,997 
to the annual charges. 

During the years immediately following, calls were made 
upon the owners of Union Traction stock until $17.50 
per share had been paid in. The big system, weighted 
down with water, was showing a deficit. In October, 
1898, the Union Traction leased the Hestonville system 
for 999 years, guaranteeing 4 per cent, on the common 
and 6 per cent, on the preferred shares. The Union Trac- 
tion also bought 4,780 shares of Hestonville preferred at 
par and 35,294 shares of the common at $45 per share, 
paying therefor out of the proceeds of an instalment on 
Union Traction stock. From the water in Union Trac- 
tion shares there should be deducted, to prevent duplica- 
tion, $1,825,630, the sum paid for the Hestonville stock. 
Including the Union Traction stock at its par value, $30,- 
000,000 and $1,500,000 of 4 per cent, bonds which were 
issued, the capitalization and charges of the system 
stood as follows at the time the Philadelphia Rapid Tran- 
sit Company was formed : total stock, par value, $67,- 
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827,700; capital paid in, $42,792,820 ; bonds, $37,634,114; 
water in securities, $37,847,270; amount of dividends, 
$5,911,526; interest, $1,560,021; total charges, $7,471,- 
547. 

With the curtailment of transfer privileges under Union 
Traction management and the construction of extensions, 
the net receipts of the combined companies at length began 
to improve, and for the year ended June 30, 1902, there 
was a surplus over all charges of $1,078,038; but, to off- 
set this, there was a floating debt of a larger amount. 
Under its own management no dividend was ever paid 
upon Union Traction stock. 

It was at this point that the Philadelphia Rapid Transit 
Company was formed. Some Philadelphians who were 
in close touch with the political leaders of the State 
of Pennsylvania and the city of Philadelphia obtained 
charters and franchises for surface railways on many 
streets not occupied by the Union Traction Company, 
and in addition for elevated roads and underground 
railways on streets already occupied on the surface. 
The management of the Union Traction Company agreed 
to absorb the franchise thus procured, and for this pur- 
pose the Philadelphia Rapid Transit Company was 
formed, with a capital of $30,000,000 authorized, divided 
into 600,000 shares of the par value of $50 each, $5 
being paid in as the first instalment, which thus raised 
$3,000,000. The new company at once guaranteed div- 
idends upon the $30,000,000 of Union Traction stock, 
beginning with 3 per cent, for the year commencing July 
1, 1902, increasing to 4 per cent, in two years, to 5 per 
cent, in four years, to 6 per cent, in six years and there- 
after. At once, therefore, $900,000 was added to the fixed 
charges, and beginning with July next, when the full 6 
per cent, dividend will begin to accrue, the charge on 
Union Traction stock will he $1,800,000 per annum. In 
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addition $1,500,000 of Union Traction bonds bearing 4 
per cent, were issued to fund the floating debt, adding 
$60,000 to the interest charges. As the full amount of 
Philadelphia Rapid Transit stock will be full paid by 
September 7, 1908, the final instalment of $7.50 per share 
being due at that time, the capitalization will be swelled 
to the extent of $30,000,000 thereby. There were issued 
also, in 1906, $10,000,000 of Market Street Elevated 4s, 
the annual interest on which amounts to $400,000. 

By guaranteeing dividends on the $30,000,000 of Union 
Traction stock, on which only $17.50 per share had been 
paid, or $10,500,000 in cash, the amount of water in the 
underlying securities was nearly doubled. There remains 
unpaid on Union Traction stock $19,500,000. By guar- 
anteeing dividends on this amount of unpaid capital, the 
water in the organization was increased, as explained 
above, from $20,172,900 to $37,847,270. Dividends of 
6 per cent., or $3 per share, which will be paid next year 
according to the guarantee, are equal to over 17 per cent, 
on $17.50, the amount paid in on each share. This 
transaction far surpassed all previous efforts at stock 
watering in the street railway system of Philadelphia. 

Either by purchase or lease the Philadelphia Rapid 
Transit Company has acquired control of the Doylestown 
& Willow Grove Railway, which has $500,000 of 4 per 
cent, bonds outstanding, on which the interest is $20,000; 
the Philadelphia and Willow Grove line, which has $1,000,- 
000 of 4£s, the interest charge being $45,000; the Twenty- 
second Street and Allegheny Avenue line, with $651,000 
of paid in capital, on which dividends of 6 per cent., or 
$39,000, are paid annually; and the Philadelphia, Mor- 
ton & Swarthmore line, which is guaranteed a rental of 
$17,000 yearly. 

Since the formation of the Philadelphia Traction Com- 
pany ; n 1883, the purchase of the Hestonville stocks by 
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the Union Traction Company, the purchase of the stocks 
of the People's Passenger Railway by the People's Traction 
Company, and other similar purchases of underlying 
securities have materially helped to squeeze out the water 
which had accumulated in the stocks of the original com- 
panies. There is no doubt that a large amount of earn- 
ings was expended upon the properties. For the purpose 
of fairness, therefore, the original group may be taken as 
being free from water at this time. The following table 
will, however, show to what an extent more water was in- 
jected by the financiering of recent years. 

By this table it may be seen that dividends and interest 
are being paid upon $34,783,194 of water. But it must also 
be observed that in twenty-four years there was actually 
paid into the treasuries of the companies named the large 
sum of $85,492,920, of which $15,097,970 is represented 
by the Electric and People's 4 per cent, bonds, and the 
balance by other bonds and stocks. This represents aver- 
age investments of nearly $3,500,000 annually in the street 
railways of Philadelphia. The demands of the future 
for capital will be no less, and they should be more if the 
transportation system is to keep pace with the demands of 
the growing population. Hence the necessity of keeping 
good the credit of the parent company. In fifty years 
the actual cash investment amounts to $103,625,940. 

The last annual statement of the Philadelphia Rapid 
Transit Company shows that the total of the fixed charges 
is now $7,488,958. For the year ended June 30 last the 
company failed to earn these charges by $364,048. Be- 
ginning with July next the fixed charges will be increased 
by $300,000, owing to the increase in the dividend on 
Union Traction. No doubt is expressed, however, of the 
ability of the company to more than earn its charges just 
as soon as it is able to complete the subway, which work 
ought to be finished early in 1909, and in the mean time 
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the monthly earnings of the surface and elevated lines 
show substantial growth. 

Philadelphia Rapid Transit stock has suffered severely 
on account of the financial depression, selling down to $12 
per share with $42.50 per share paid in. Union Traction 
shares, which have sold as high as $64 per share, have 
recently found a market around $43. The decline in 
Union Traction was due largely to the possibility of a 
disintegration of the Rapid Transit system. There is 
entirely too much at stake to permit this to occur. The 
present owners of Rapid Transit stock, who have paid 
in $25,500,000 of capital, are not only desirous of obtain- 
ing an income on this investment, but they are large 
owners of the guaranteed underlying securities, and they 
have every motive, therefore, for holding the big system 
together. 

There is no cause for complaint as to fares, as six tickets 
are sold for twenty-five cents. The fare upon the elevated 
road is five cents, but many of the surface lines give free 
transfers to the elevated road. Hereafter it is understood 
that it will be the policy of the management to curtail 
free transfers wherever possible. 

The new relations of the city toward the Rapid Transit 
Company are already bearing fruit. The Director of Pub- 
lic Safety is making unusual efforts to keep teamsters 
from blocking the tracks, but a still greater service is being 
rendered the company by efforts to break up a system 
by which the Philadelphia Rapid Transit Company has 
been victimized to the extent of millions of dollars. Ac- 
cording to the allegations of the officers of the company 
there has grown up in Philadelphia a wonderful system 
whereby policemen, hospital attendants, lawyers, runners 
for the lawyers, and physicians have united in a systematic 
effort to obtain excessive damages from the company 
for every accident whereby any person may have sus- 
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tained damages. Taking the clew from President Parsons 
of the company, the city officials have of late been exceed- 
ingly active in efforts to break up this combination. Set- 
tlement of claims for damages against the company last 
year called for the disbursement of $1,217,586, an in- 
crease over the preceding year of $326,266. Payments 
for damages last year were equal to a dividend of 4 per 
cent, upon the entire capital of $30,000,000 of the com- 
pany. Ten years ago from 2\ to 3 per cent, of the gross 
earnings were sufficient to pay all claims for damages, but 
now nearly 7 per cent, is needed to meet these extraor- 
dinary demands. 

Last year the Rapid Transit Company carried 492,137,- 
038 passengers, an increase of 43,560,253 over the preced- 
ing year, and the passenger receipts were $18,095,503. 
By way of comparison it may be stated that the Penn- 
sylvania Railroad last year carried 62,108,708 passengers, 
and the railroad's receipts from this source were $30,074,- 
868. 

Frank D. McLain. 



